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PANAMA KEY ECONOMIC INDICATORS 
(All Values in $ million,except as noted) (Exchange rate: US$1.00=1 Balboa) 


1981 1982 
Income, Production 


GDP Real Growth Rate (2) 2.0(Est.) 
GDP in current dollars A 

Per capita GDP 

Real Growth Rates by Sector (Z) 


Commerce, hotels, restaurants 
Misc. Services 
Agriculture, fishing, forestry 
Manufacturing 
- Trans., Comm., Colon Free Zone 
Banking and other finance, 
real estate,home .ownership and 
related services 
Construction : 
Government Administration 
Canal (PCC) 
Utilities 
Net Domestic Investment(% GDP) 
U.S.Investment in Panama (cumulative) 1,80 
Refinery Production (million bbls) 
Construction permits, Panama City 
area, ($ millions 108. 
Electricity Production (Thous. of KWH) 1,811.5 
Unemployment rate NA 


Inflation 


Wholesale Prices £2) 
Consumer Price % 


Balance of Payments and Trade 


Current Account Balance 
Exports 
U.S.Share 
Imports 
U.S.Share 
Net Services Balances 
Principal Exports: 
Bananas 
Sugar 
Shrim 
Clothing 
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Banking 
Domestic Credit Outstanding 
Domestic Credit Extended 
Domestic Deposits 
Number of Banks 

Public Sector Debt 


Total 
External 


Panama Canal 
Oceangoing Transits 13,614 13,791 
Total Cargo (Thousands of tons) 167 5600 173,659 1793123 


Gross Income flow to Panama 
from USG Agencies 393 410 465(Est.) 


1/ 


* 


manufacturing growth in 1982 probably was somewhat less than this preliminary 
estimate. 


5.3% if the Panama Canal Commission is treated in same manner as in previous 
years; GDP was expanded when the PCC was brought into the accounts in 1980. 





SUMMARY 


After modest gains in 1982, the Panamanian economy will 
probably ride out 1983 at zero real growth as it awaits the 
stimulus of world economic recovery. Commerce, industry, and 
tourism all showed declines in 1982, although construction held 
up better than expected. Substantial gains were registered in 
agriculture in 1982, but an extended drought will have its 
effects in 1983. Colon Free Zone turnover is reportedly off by 
over 50 percent since mid 1982 in the wake of a worsened 
business and payments situation in traditional Latin American 
Markets. Panama's international financial center, a major 
employer, now numbers 130 banks and continues to grow. Canal 
operations and U.S. forces provide a solid basis of spending. 
FY 1982 was a record setting year for Panama Canal usage and 
revenues. Transits and revenues began to taper in late 1982, 
however, with completion of the new transisthmian oil pipeline 
and a general reduction in world shipping. With a total public 
sector debt at $3.9 billion at year end 1982, the GOP is apply- 
ing stringent measures to reduce public sector spending and 
deficits. While government spending will be restrained in 
1982, specific projects in health, telecommunications, electric 
power, water supply, and ports offer opportunities for U.S. 
suppliers of goods and services. GOP planners and the private 
sector look to enactment of the Caribbean Basin Initiative as a 
major spur to new investment in export assembly industries. 
Near-term market opportunities are also seen for U.S. suppliers 
of materials handling equipment, franchising services, building 
products, computer software, and safety and security equip- 
ment. END OF SUMMARY. 


CURRENT ECONOMIC CONDITIONS 


Panama's economy is experiencing little if any real growth at 
the present time, although the situation is better than in most 
other Latin American countries. Construction of a pipeline to 
transport Alaska North Slope crude oil across the isthmus and 
accelerated work on the La Fortuna dam stimulated the economy 
in 1982. Agriculture picked up in 1982 after an unsatisfactory 
year in 1981. Construction grew at a rapid pace because of 
several large projects underway, and private construction held 
up better than expected. Commerce was down two percent in real 
terms in 1982 and there is little indication that commerce or 
tourism will improve soon. Overall real economic growth in 
1982 probably was about 2.0 percent. Real growth in 1983 
probably will be near zero or there may be a slight 
contraction. The Government of Panama has been forced 
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to cut back expenditures in order to reduce the public sector 
deficit and rate of growth of the public debt. The Colon Free 
zone has been hurt badly by devaluations and exchange controls 
in almost all of its Latin American markets which have already 
led to some employee lay offs. 


Reduced Free Zone sales are also linked to reduced tourism, 
since many visitors to Panama come primarily to shop. Con- 
struction is not expected to grow as much as in 1982 due to 
completion of some major government projects and reduced 
activity by the private sector. Little overall change in 
agricultural production is likely in 1983, but exports of 
bananas, meat, and coffee should increase. 


Prospects for expansion in manufacturing are very limited 
unless new export markets are developed. Government planners 
and the private sector look hopefully to enactment of Caribbean 
Basin Initiative legislation with its provision for free access 
to the U.S. market as a major spur to new assembly and export 
investment activity. 


Continued high real interest rates and uncertainty during an 
active electoral period leading up to national elections in 
1984 are other factors likely to inhibit investment. 


Some of the positive factors which should continue to sustain 
Panama's economy include free use of the U.S. dollar (the local 
currency is not issued in paper form), the resulting absence of 
exchange risks and controls, and the solid base of spending by 
canal operations and U.S. military forces in Panama. Panama's 
international banking center also brings in investment funds, 
and the 130 banks in Panama City are major employers and 
customers for a wide range of goods and services. 


Panama's economy is expected to bottom out somewhat after 
recovery is underway in the United States, and business 
activity should show gradual improvement beginning in 1984. 


UNEMPLOYMENT AND LABOR RELATIONS 


Unemployment countrywide is probably 15 to 20 percent and 
continues to grow due to a slack economy and rapid growth of 
the labor force. Pockets of even higher unemployment exist and 
underemployment is widespread. 


Labor-management relations were relatively quiet in 1982, 
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except for a teachers strike and perennial problems in the 
banana industry. In 1983, some increased labor unrest is 
already visible, but probably will be focused on political 
issues and governmental policies, rather than on management. 
Labor might not be so sensitive to some of these concerns if 
economic pressures were not so intense. 


PRICE CHANGES 


Inflation in Panama continues its decline, in line with the 
falling rate of inflation in the United States. The consumer 
price index (CPI) increased 4.2 percent in 1982, compared with 
7.3 percent in 1981. The wholesale price index increased 8.25 
percent, compared with 10 percent in 1981. Inflation should 
remain relatively low throughout 1983. 


PUBLIC FINANCE 


Panama's public sector financial situation worsened in 1982 when 
revenues fell below expectations and expenditures escalated. 

The public sector deficit rose to over $450 million in 1982, 
well over the IMF program limit of $250 million. The GOP has 
entered into a new stand-by agreement with the IMF under which 
it will be able to draw upon a substantial credit facility. It 
will also draw from a compensatory financing facility this year, 
which is available to nations suffering a balance of payments 

or exchange rate problem. 


Only a slight increase in expenditures is programmed under the 
1983 budget and the GOP has announced a number of measures to 
control expenditures and has reduced subsidies to some state 
enterprises. For example, it was forced to close the Felipillo 
sugar mill, at a cost of hundreds of jobs. Investment spending 
under the 1983 budget is 13.3 percent lower than last year's 
budget. Most new projects are to be limited to those with 
financing already arranged from international institutions. 

The GOP has also adopted several revenue enhancing measures, 
including tariff increases and a new schedule of port charges. 


Nevertheless, revenues of the Central Government in the first 
three months of 1983 were slightly below the budget projection 
and only 1.4 percent above the same period last year. First 
quarter corporate income tax payments, which are based on earn- 
ings in 1982, registered a slight decline in comparison with 
1982. 
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The IMF program for 1983-84 will prescribe limits on the public 
sector deficit and National Bank lending to the public sector. 
It also assumes there will be no net increase in borrowing from 
private external sources. The GOP is seeking another loan from 
private commercial banks, but amortizations should roughly 
equal any new borrowings of this nature. 


Public sector investment spending in 1982 was distorted by large 
unprogrammed expenditures in two areas: housing and energy. 
Approximately $70 million more than was budgeted was spent in 
late 1981 and early 1982 by the Social Security Fund on a 
housing program. In addition, large cost overruns on the La 
Fortuna hydroelectric project due to technical and engineering 
problems also put strain on the budget. Investment spending in 
other areas had to be cut to some extent in order to make room 
for these large expenditures. 


The GOP is endeavoring to ensure better performance in 1983 and 
1984. Along with the IMF program, the GOP also is expected to 
sign a structural adjustment loan agreement with the World Bank 
which will be in effect for three years. This loan will 
provide needed funds during a difficult adjustment phase and a 
period of recession. 


DEBT SITUATION 


Panama's total public sector debt was $3.9 billion at the end 
of December, 1982, with the external portion of this debt $2.8 
billion. This represents a growth in total debt of 17.2 per- 
cent and a growth of external debt of 20.9 percent in 1982. 

The total debt is about 93 percent of Panama's gross domestic 
product and the external debt is 62 percent of total exports of 
goods and services. Debt service poses a considerable burden 
on the government budget; debt service payments currently are 
running about 30 percent of total public sector expenditures 
and about 40 percent of the central government budget. Panama 
has not had any problems making payments on its debt but its 
ability to make principal payments depend on the willingness of 
banks to continue lending. The government is making strenuous 
efforts to hold down spending and raise revenues in an effort 
to reduce the budget deficit and reduce reliance on external 
borrowing. It expects the 1983 public sector deficit to be 
financed by disbursements from international organizations. In 
this case, there would be no net increase in commercial bank 
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debt outstanding in 1983, although the total debt would con- 
tinue to rise. 


BALANCE OF PAYMENTS AND TRADE 


Panama's current account deficit (goods, services, and trans- 
fers) widened slightly in 1982, from minus $418.2 million in 
1981 to minus $453.8 million in 1982, according to preliminary 
estimates. Imports only increased slightly, but goods exports 
declined 3.2 percent. Panama derives more income from exports 
of services than goods. The net services balance was slightly 
lower in 1982, thus contributing to the current account deficit 
increase. 


Exports of refined petroleum products recovered from the drop 
experienced in 1981 (which was due to a world-wide glut of fuel 
oil and the temporary suspension of operation of Panama's 
refinery for a few months) but still did not reach the level of 
1980 ($81.8 million). Bananas were Panama's next largest 
export in 1982, followed by shrimp and sugar. Banana exports 
fell slightly, from $69 million in 1981 to $66 million in 

1982. Shrimp exports increased 23.9 percent in 1982, but sugar 
exports fell 55 percent by value. Exports of clothing manufac- 
tured in Panama increased by 23.9 percent, following increases 
of a similar magnitude in 1981 and 1980. Meat exports also 
increased greatly in 1982, rising from $5.1 million in 1981 to 
$9.4 million. 


BANKING AND LOCAL FINANCE 


Total internal credit outstanding in Panama's banking system as 
of December 31, 1982 was 6.5 percent higher than December 

1981. This is just about in line with inflation, representing 
little real growth. It does indicate that credit continued to 
grow, despite recession at home and abroad. There was a dip in 
the second quarter of 1982, when credit outstanding fell for 
the first time since the second quarter of 1980, but otherwise, 
the increase was fairly continuous. However, the rate of 
increase was not nearly equal to that of 1981, when internal 
credit outstanding went up 24.3 percent. 


Sectoral behavior was as follows: Commerce, the largest 
component, showed little growth. Commercial activity had grown 
throughout 1980 and up until the last quarter of 1981. It has 
been flat since, probably reflecting the problems of the Colon 
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Free Zone, reduced tourism, and generally reduced consumer 
income. 


The public sector accounted for most of the increase. In fact, 
credit to the private sector only grew 3.0 percent, in nominal 
terms (inflation was at least 5.0 percent), and it fell 1.2 
percent in the last quarter of 1982. Credit to the public 
sector went up 22.3 percent in 1982. 


Farm credit increased 17.1 percent in 1982, while that to 
cattle ranching fell 0.5 percent and credit to fishing fell 
32.5 percent. Industrial credit fell 7.1 percent in 1982. 
Construction credit outstanding increased 6.5 percent in 1982, 
but new loans for construction were only 1.9 percent higher in 
1982 than in 1981. 


Personal consumption credit outstanding increased a surprising 
14.4 percent in 1982, with most of the growth in the last half 
of the year. 


The total amount of new loans extended during 1982 was 7.7 
percent higher than in 1981, but the rate of increase was much 
lower than in 1981, when it rose 31.6 percent. For the private 
sector alone, the increase was $.1 percent in 1982, compared to 
an increase of 30.2 percent in 1981 and 36.9 percent in 1980. 
Domestic deposits of the banking system increased 10.2 percent 
in 1982, but this was a much lower rate of increase than the 33 
percent of 1981. 


The number of banking licenses issued rose to 130 in early 
1983. Seven new banks began operations during 1982 and eight 
more that have received licenses have not yet begun operations. 
Total assets of the banking center in Panama rose to $49.0 
billion in December 1982, up from $46.36 billion in December 
1981. 


Banking contributed 3.0 percent of Panama's GDP in 1982 and 
grew at a rate of 4.3 percent in real terms. Banking, other 
finance, and insurance together grew 3.4 percent and directly 
contributed 4.5 percent to GDP. Insurance grew 11.2 percent. 


MANUFACTURING 
General manufacturing in 1983 will probably not reach 1982 


levels, and both 1982 and 1981 saw slight decreases in output - 
in real terms. Clothing exports to Venezuela, the main export 
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market for Panamanian production, were down during the first 
months of 1983 compared to 1982 due to the Venezuelan foreign 
currency realignment and foreign exchange restrictions. 
Construction-related industries fared better, however. For 
example, cement production was up 15% in 1982, largely as a 
result of demand generated by construction of La Fortuna dam. 


Many foreign markets are becoming more inaccessible as protec- 
tionist barriers rise and devaluations and exchange controls 
restrict imports of many Latin American nations. 


Most manufactured exports dropped in real terms in 1982, except 
for clothing (which increased substantially) and leather. But 
these industries comprise only 12.5 percent of the total 
sector, although they are very important in terms of job 
creation in urban areas. 


Adding to these problems are quota limits on sugar exports to 
the United States and an inflow of rice from Costa Rica, which, 
along with a severe drought in several Panamanian provinces, 
will hurt rice millers. 


New investment in industry declined in 1982, according to data 
from the Panamanian Manufacturers’ Association (Sindicato de 
Industriales de Panama -- SIP). The drop was 54.6 percent in 
1982 in nominal terms; in real terms it would be even greater. 
There is little prospect for an upturn in 1983 although the 
Government of Panama continues to promote new foreign invest- 
ment and enactment of U.S. CBI legislation would provide new 
impetus. 


CONSTRUCTION ACTIVITY 


According to preliminary estimates, the construction component 
of GDP grew 17.3 percent in real terms in 1982. A large part 

of this rapid growth was due to construction of the trans-Panama 
oil pipeline and the La Fortuna dam. The construction contracts 
for both projects totaled over $800 million, much of which was 
spent in 1982. 


Construction grew 11.6 percent in real terms in 1981 and 23.6 
percent in 1980. For the past few years there has been a 
construction boom in office space and apartment buildings in 
Panama City. This boom has come to an end, but some effects of 
it are still being felt, as many projects move toward comple- 
tion. There appears to have been some overbuilding since many 
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new buildings are not completely 
tion activity will continue, but 
year. 


occupied. In 1983, construc- 
probably drop off later in the 


While no new major project starts are scheduled in the 


near future, road construction overpasses, and other smaller 
projects will help to support this industry. 


AGRICULTURE 


For the first time in several years, Panama registered increases 


in virtually all of its major crops in 1982. 


In most cases 


this can be attributed to area expansion and yield increases 
which responded to adequate support prices, especially in the 


grains area. 


Preliminary GDP figures show that farming grew 


1.1 percent and cattle ranching grew 12.1 percent in 1982. The 
drought in mid-1982 had little overall effect but did hurt the 


rice crop. 
more severe effects. 


The continuation of the drought into 1983 may have 


No major changes in government policy toward the agricultural 
sector are expected during 1983 and continued good performance 


in the agricultural sector is expected this year. 


Much will 


depend on limits imposed by international agreements, world 


commodity prices, and weather conditions. 


The coffee industry 


is expected to produce another good crop, as is the sugar 


industry, but both must cope with quotas on their exports. 


The 


U.S. sugar quota allocation for Panama, coupled with the global 
supply-demand situation, has forced a reduction in production 


plans and the closure of one mill. 


Banana production, aided by 


natural disasters elsewhere in the region, is expected to 


remain strong through 1983. The 


livestock sector has problems 


due to the poor condition of packing plants and an inflow of 
live animals from Costa Rica, but meat exports should continue 


to grow. 


FISHERIES . 


Shrimp, herring and anchovy account for about 90 percent of 


Panama's total national maritime 
are processed into fish meal and 
were the third biggest source of 
ranking behind bananas and sugar 
exports equaled that of sugar in 
exports may exceed sugar exports 


catch. Anchovy and herring . 
fish oil, and shrimp exports 
foreign exchange for Panama, 
in 1981. The value of shrimp 
1982, and it appears shrimp 
in value in 1983. 


Herring and anchovy landings declined in 1982 for the second 





-ll- 


year in a row. The poor catch is attributed to slackened dry 
season winds which in turn diminished annual ocean upwellings 
necessary for nutrient replenishment. Landings for 1983 are 
expected to be greater than that of last year, although the 
increase is not expected to be very large. Shrimp landings 
declined slightly. A total of 6,932 tons were caught, two 
percent less than in 1981. However, a 14 percent decline was 
registered in white shrimp landings. Shrimp farming in aqua- 
culture ponds continued to expand, yielding an increase in 
shrimp exports. Further advances are likely in the areas of 
shrimp farming and in-country seafood processing. Opportuni- 
ties in this field are described in the commercial implications 
section below. 


COLON FREE ZONE 


In the 1970-1980 period, the Colon Free Zone (CFZ) experienced 
a remarkable average annual growth rate of about 24 percent. 
1981 was the turning point, however, when the rate of growth 
fell to 8.8 percent because of the depressed economies of 
Central and South American countries. The economic situation 
in the Colon Free Zone worsened in 1982 when Mexico devalued 
the peso, and the value of reexports from the Free Zone con- 
tinued to erode with markets diminishing in Venezuela, Colombia, 
and Ecuador in 1982 and 1983. In 1982, for the first time in 
over twenty years, CFZ re-exports decreased over the previous 
year. Full year 1982 figures show a 7 percent drop in value 
and a 14 percent drop in weight. GDP data indicate an 18.3 
percent decline in real terms in CFZ contribution to the 
economy in 1982. With the worsening business and payments 
situation in traditional Latin American markets, CFZ turnover 
is reported off by 50 percent and more during the last months 
of 1982 and the first half of 1983. 


While near term prospects are for a period of retrenchment, the 
longer term prospects are still positive for continued growth 
when the economies of the region recover. New infrastructure 
has been built, and the Free Zone has been more than doubled in 
size with the recent completion of an expansion program begun 
in 1979 which has provided another 87 acres. Although the 
development of an 90 acre industrial park has been temporarily 
postponed, space for eight processing or assembly industries is 
available. 
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PETROTERMINAL DE PANAMA (PTP) 


The PTP oil pipeline across Panama, with a maximum throughput 
capacity of 830 thousand barrels per day, was inaugurated in 
October, 1982. Since then, demand has been substantial, with 
daily throughput averaging over 600 thousand barrels. The 
pipeline permits loading and discharging of supertankers on 
both sides of the isthmus, resulting in a cost savings on 
transportation of Alaska North Slope crude oil to markets in 
the eastern United States. Its construction was completed on 
schedule despite difficult terrain and weather conditions. The 
pipeline accounted for much of the growth registered by the 
construction sector in 1982 and it generated a large demand for 
locally-manufactured materials such as cement. 


The pipeline operation provides 1,000 permanent jobs directly 
and about 1,500 jobs indirectly and will continue to make a 
very important contribution to Panama's economy, especially in 
Chiriqui and Bocas del Toro Provinces. One important spin-off 
benefit is construction of a highway to Bocas del Toro Province, 
which has hitherto been cut off from land transportation from 
the rest of Panama. This highway should be in use by early 
1984. 


The Republic of Panama assesses a five cent fee and 1.5 cent 
royalty per barrel of oil pumped through the pipeline. Based 
on present throughput these fees should approximate $15 million 
in 1983. Partially offsetting this is an income loss of about 
$10 million resulting from the diversion of Alaska North Slope 


traffic away from the Panama Canal. 


PTP is also subject to a 50 percent income tax, but under an 
agreement with the GOP, PTP will issue promissory notes subor- 
dinate to the primary debt in the amount of its income tax 
liabilities to defer cash payment until the construction debt 
has been fully amortized (in approximately three years from 
October, 1982). These notes bear interest at a rate of 12 per- 
cent. The GOP will also receive dividends (at a flat rate of 
10 percent) on its 40 percent share of the pipeline stock, 
after the pipeline debt is paid off. 


CANAL TRAFFIC AND CANAL AREA EXPENDITURES 
Fiscal year 1982 (October 1981-September, 1982) was the most 


successful year in the history of the canal in terms of cargo 
tonnage and revenue, with oceangoing transits in excess of 
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14,100 and cargo reaching a record 186 million tons. Toll 
revenue was almost $326 million, compared with $303 million in 
FY1981. Beginning in November, 1982, traffic levels began to 
drop off, due partially to the effect of the new pipeline 
diverting oil shipments which had been transported through the 
canal in tankers. Transits of such tankers averaged 4-5 per 
day in 1982. There has also been a drop in other traffic of 
1-2 ships per day as a result of the global recession in 
shipping. To compensate for these losses, toll rates were 
hiked 9.8 percent effective March, 1983, the first toll rate 
increase since October, 1979. 


Total expenditures in Panama by canal area USG agencies 
increased 15.5 percent in 1982. The largest rate of increase 
was in wages to Panamanians (up 18.6 percent). Goods procure- 
ment increased 13.3 percent, services procurement was up 6.0 
percent, payments to contractors were double the amount of 
1981, and retirement and social security and other annuity 
checks increased 11.4 percent. Treaty payments to the Govern- 
ment of Panama were about the same as in 1981. The total 
income flow in 1982 to Panama from these activities, including 
personal expenditures by US citizen personnel, is estimated at 
$465 million. 


NEW LAWS AND CHANGES IN REGULATIONS 


The GOP has announced several new measures which affect busi- 
ness conditions. These are designed either to stimulated 
investment or raise revenues and include: 


EASING OF RENT CONTROLS: An executive decree of February 25, 
1983 exempts from the application of rent control regulations 
newly constructed rental property. This measure is designed to 
stimulate construction of rental property in the low and medium 
rental field. 


FLEXIBILITY IN PRICE CONTROLS: The Government of Panama 
controls the prices of pharmaceuticals, petroleum products, and 
many basic foodstuffs. No major changes are likely in this 
area although some flexibility has been shown in the past year 
in permitting price increases when cost increases can be well 
documented. 


EXTENSION OF THE CONSTRUCTION INCENTIVES LAW: A law which 
provides for a 20-year exemption from property taxes for new 
construction has been renewed after expiring last year. 
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INCREASED PORT CHARGES: After two months of intense discuss- 
ions with port users groups, the government instituted a new 
port charge schedule which reduces the number of port charges 
and establishes a simplified, standard schedule. Effective 
April 1, the charges increased assessments on container loads 
by an average of 30 percent and created a new charge for 
navigational aids of 5 cents per net registered ton for ships 
entering harbor areas. The latter charge will impact upon 
tanker traffic to and from terminals of the transisthmian oil 
pipeline. The new fees were necessary to support the National 
Port Authority budget, strained by current and planned port 
modernization projects. 


DISMANTLING OF QUOTAS: The Government of Panama is moving to 
replace its restrictive quota system, which covers over 200 
items, with equivalent rate tariffs. While protection to local 
industry is one objective, the primary motivation at this time 
is to increase revenues. The transition is being carried out 
on a case-by-case basis. 


HIGHER AUTOMOBILE DUTIES: Effective April 1, 1983, import 
duties on cars were increased. Cars with FOB price less than 
$4,000 now pay $240 additional; those priced between $4,000 and 
$8,000 will pay between $240 to $1,700 additional. Import 
duties on cars priced between $8,000 and $12,000 have increased 
from $1,700 to $2,810 and duties on automobiles valued over 
$12,000 have been increased by $3,600 and more. Duties on 
imported automobile parts may also be increased. 


AMNESTY OFFER TO DELINQUENT TAXPAYERS: Delinquent taxpayers 
are being offered a chance to pay arrears which, if more than a 
certain percent of last year's tax payment, would gain amnesty 
from government audits. Also, if taxpayers contesting govern- 
ment tax assessments agree to pay at least 20 percent of the 
assessment, the government will not pursue payment on the 
remaining assessment. This offer is good until June 1983. 


FUTURE PROJECTS 


Several major projects being considered for future implementa- 
tion could have tremendous impact on Panama's economy. Among 
these are: 


1. A giant ($4.5 billion) coal-to-methanol conversion plant 
and associated pipeline is currently being studied for 
feasibility under a program funded partially by the United 
States 
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Government. The concept is to transport high-sulfur coal from 
the US mid-west to Panama where it would be converted to 
methanol and/or LPG, piped across the isthmus, and taken by 
supertanker to Far Eastern markets. If studies are favorable 
and financing is secured, the project could be implemented in 
the early 1990's. 


2. The Cerro Colorado copper project now in suspension, could 
be revived when the outlook for the world copper market 
improves. The next phase in developing this copper deposit 
(one of the largest in the world) would be to construct a pilot 
plant and prove the feasibility of the extraction and transpor- 
tation system. 


3. The further development of hydro-electric power resources 
is planned to meet increased demand from industrial or other 
users. The La Fortuna dam will be completed in 1983. Follow- 
ing it will be the Changuinola project, for which engineering 
design contracts were scheduled to be let in 1983 but had to be 
postponed temporarily because of financial constraints. This 
project is to be financed partly by the Inter-American Develop- 
ment Bank. 


4. Further capital improvements to the Panama Canal and 
studies of alternatives to the present canal are currently 
being examined. Traffic levels through the present canal are 
expected to reach capacity by the early 1990's. Additional 
projects can be undertaken to boost capacity to 50 vessels per 
day, which should be sufficient to meet demand through the year 
2000. Widening of Gaillard cut to permit unrestricted two-way 
traffic is under study. Panama, Japan and the United States 
are also in the preparatory stage of a feasibility study of 
possible sea level canal and other alternatives, including 
expansion of the present canal. Several meetings of the 
preparatory committee have been held and some progress has been 
made in developing the terms of reference for the work of the 
committee. 


COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


While Panama's economy still is suffering from the effects of a 
world-wide recession, there remain some attractive business 
opportunities. This section describes opportunities both of a 
general and of a specific nature. 
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GENERAL BUSINESS OPPORTUNITIES -- PUBLIC SECTOR 


Panama's state-owned utilities, INTEL (Instituto Nacional de 
Telecomunicaciones), IRHE (Instituto de Recursos Hidraulicos y 
Electrificacion), and IDAAN (Instituto de Acueductos y 
Alcantarillados) all routinely project their needs up to five 
years into the future. Potential suppliers should be aware of 
this institutionalized practice. By learning what is contem- 
plated in these plans, a supplier can anticipate needs and even 
suggest the technology of projects before tender offers are 
made. All utility planning departments welcome visits from 
long-term potential suppliers. They also appreciate plant 
tours in the United States to acquaint themselves with the 
latest U.S. technology. U.S. suppliers can enhance their 
ability to win contracts by following up on these and other 
trends highlighted by the Embassy. Specifically, utilities in 
Panama should follow these purchasing patterns: 


INTEL: The state-owned communications company will shortly 
adopt a policy of procurement through public tenders. Tradi- 
tionally it has purchased from a private European supplier. 
Now INTEL wishes to take advantage of competition in the world 
market place. The projects likeliest to be funded in the 
current five-year plan (1984-1988) emphasize expansion of the 
telephone system through the addition of central exchanges and 
corresponding user lines. The expension project anticipates an 
expenditure of $10.6 million over the planning period. Telex 
equipment will also be procured, mostly user terminals, at an 
estimated cost of $4.5 million. 


INTEL also plans to switch its telephones from dial to digital 
system. Japanese and French firms have already submitted 
proposals, free of charge. U.S. firms showing similar initia- 
tive are welcome at INTEL. 


IRHE: The electrical utility is currently negotiating a loan 
from the World Bank for a project estimated in excess of $50 
million ($32 million of which to be provided by the World 
Bank). The project will expand the existing power distribution 
system based on current generating capacity. Main lines with a 
capacity for 115 kilowatts and sub-stations with capacities of 
13.2 kilowatts are contemplated. 


Longer range plans envision a 120 megawatt generating facility 
to be initiated in 1985 and on line by 1991. The facility 
could be hydroelectric, geothermal (2 units of 55 megawatts), 
or coal (2 units of 75 megawatts). Studies on the final choice 
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are underway and interested supplier firms may contact IRHE to 
propose their particular technologies for the contemplated 
projects. This measure is designed to fill a gap between 
completion of the La Fortuna hydro-electric project and the 
Changuinola dam project. 


IDAAN: The water authority will release a tender for 
Materials, to be followed shortly by tenders for construction 
contracts in the summer of 1983, for the first of several 
provincial water projects financed under a $16 million loan 
from the Inter-American Development Bank. The World Bank is 
also helping to finance a water supply and sewerage improvement 
program for major cities with a $21.6 million loan. 


HEALTH: “The Ministry of Health has contracted with the Pan 
American Health Organization for a comprehensive study which 
may recommend a sweeping set of changes in Panama's public 
health system. The final recommendations are expected in the 
fall of 1984 and implementation of the approved recommendations 
is expected to follow shortly. Preliminary expenditure 
estimates are in the $50 million range, although a final figure 
depends on to what extent the government of Panama, expected to 
be the sole source of funding, can support the program under 
its austere budget. 


PORTS 


The National Port Authority is currently modernizing container- 
handling facilities at Cristobal. Work is well underway on the 
$12 million 17-acre container terminal. General cargo and Roll- 
on/Roll-off (RO/RO) container operations will be moved to Coco 
Solo North port. Construction at Coco Solo is expected to cost 
$24 million. Significant opportunities for U.S. exporters and 
suppliers in these projects should exist for several years to 
come. The Port Authority also is considering the purchase of 
oil pollution control equipment for Puerto Armuelles and 
Chiriqui Grande, where the recently-completed transisthmian oil 
pipeline terminates. For more information on port projects 
contact: Ing. Roberto King, Technical Director, National Port 
Authority, Apartado 8062, Panama 7, Republic of Panama. 


In order to attract more foreign tuna fleets to the new fishing 
port of Vacamonte, the Government of Panama is considering a 
major expansion of the facilities, including new tuna boat 
berths in addition to the four existing ones, and an enclosed 
anchorage. The estimated cost is $18 million. For more infor- 
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mation on Vacamonte expansion plans, contact: Senior Ruben 
Dario Ferrufino, Administrator, Puerto de Vacamonte, Apartado 
8062, Panama 7, Republic of Panama, Telephone: 51-0111, Telex: 
368-765, Cable: PORTUARIA. 


RAILROADS 


Ferrocarril de Panama (Panama Railroad Authority) is consider- 
ing a $25 million upgrading project. Currently under final 
consideration are project bids submitted by British and 
Argentine firms. The railroad, however, is not committed to 
exclusive use of British or Argentine equipment and technical 
advice. The Railroad Authority welcomes offers from U.S. 
firms. Interested U.S. suppliers and consultants should 
contact: Capt. German Pinzon, Director-General, Ferrocarril de 
Panama, Apartado Postal 2023, Balboa, Republic of Panama, 
Telephones: 52-4807, 52-3532. 


PRIVATE SECTOR 


The private sector expects to respond actively to the exporting 
opportunities offered by the Caribbean Basin Initiative. Many 
Panamanian investors are looking for assistance in promoting 
labor-intensive light manufacturing and assembly industries for 
export to the United States. Assistance can take the form of 
joint venture capital, marketing counseling, export contracts 
with U.S. importers, trade financing, or management consult- 
ing. In brief, Panamanian investors seek partnerships with 
U.S. investors who already possess market intelligence. The 
National Investment Council, a semi-autonomous government 
agency, stands by to facilitate investment inquiries that will 
bring Panamanian and U.S. investors together in profitable, 
export-oriented enterprises. Other governmental entities eager 
to assist export industries, are COFINA (Compafiia Financiera 
Nacional) and the Special Projects office at the Ministry of 
Commerce and Industry. COFINA operates under World Bank fund- 
ing to finance local industries. Many projects which have 
already been initiated, or for which feasibility studies have 
been completed, welcome active participation of U.S. investors. 
Many of these are in aquaculture and agri-business. 


Special Projects is promoting the creation of industrial parks 
in the Central provinces (Azuero) and in the Western Province 
of Chiriqui (at David). These industrial parks offer site 
preparation such as paved roads, electrification, and water. 
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The Ministry also offers technical, financial and administra- 
tive assistance. Tax exemptions waiving all import taxes on 
imported machinery, parts, raw materials, and semi-finished 
inputs are provided to factories setting up in the industrial 
zones. Tax exemptions also apply to profits derived from 
exports and on sales of locally manufactured products to the 
domestic market. 


SPECIFIC BUSINESS OPPORTUNITIES INCLUDE: 


1. MATERIALS HANDLING EQUIPMENT: Although the present market 
is relatively small, it is expected to grow within the next 
five years. Future growth may be concentrated in the Colon 
Free Zone area, where over two hundred warehouse firms are 
established. There are also plans to develop light industrial 
plants throughout the country, particularly in areas reverted 
to Panama by the Canal Treaty. 


2. FRANCHISING SERVICES: Panama has proved itself highly 
receptive to U.S. franchising. The market potential for both 
specific and general franchising opportunities is high, since 
Panama maintains no control on royalty payments or transfers. 
Recreation, entertainment services, automotive, as well as 
hotel and motel franchising operators will find a fertile 
Market as Panama becomes more of a metropolis and its popula- 
tion demands upgraded services and facilities. 


3. BUILDING PRODUCTS: The GOP recently reinstated (February 


1983) a construction incentive law which should assist the 
market for building products. The Panamanian Chamber of 
Builders, composed of active construction companies, estimates 
that by 1984-1987 more than 60 new multi-story buildings for 
rental purposes will be built to meet the present high demand 
for medium-priced one and two bedroom apartments. 


4. COMPUTER SOFTWARE PRODUCTS AND SERVICES: The computer age 
has arrived for Panama's service industry, which includes 
lawyers, banks, CPA firms, and insurance companies. Panama's 
medium to large service and manufacturing companies are making 
more and better use of computers. This increased use of 
computers has led to the establishment of computer learning 
centers, for the training of future operators and programmers. 
The market still lacks a good selection and source of computer 
software for applications to the more common and numerous 
service industries established in Panama. 
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5. SECURITY AND SAFETY EQUIPMENT: Development of Panama's 
banking center and a widening range of service industries has 
created new and growing demand for security and safety equip- 
ment. The National Guard and National Investigation Department 
have increased their personnel to guard Panama's suburban 
centers on a 24 hours basis. The numerous bank buildings and 
other multi-story buildings have a need for private security 
forces equipped with latest equipment to provide effective and 
professional protection. 


COMMERCIAL AND INVESTMENT OPPORTUNITIES IN THE FISHING SECTOR 


The Government of Panama is eager to attract investment from 
United States sources in seafood processing plants and other 
fishing/maritime-related enterprises. An estimated 795 tons of 
red snapper can be caught annually, and opportunities would 
exist for fillet and freeze processing of the catch if more 
commercial attention was paid to red snapper. The government 
also estimates that 101 million 100 gram cans of anchovies can 
be produced annually if a canning plant were established in 
Panama. Similarly, the government is encourging the establish- 
ment of a tuna packing plant and estimated that 437,000 cases 
of canned tuna (48 cans per box) could be produced in Panama. 
Other possibilities exist for smoked processing of seafoods and 
breaded fish. For more information on commercial fishery 
opportunities, contact Luis Rodriguez, Director of Marine 
Resource, Address: P.O. Box 3318, Panama 4, Republic of Panama, 
Telephone: 27-4691, Telex: 2256, Cable: COMERINPA. 


COLON FREE ZONE 


While the regional economic downturn has hurt the reexport 
business, the Colon Free Zone still offers many benefits as the 
oldest and largest free trade zone in the Western Hemisphere. 
Companies may use the Free Zone for warehousing, exhibiting, 
manufacturing, and assembling all types of goods. Goods enter- 
ing the Zone that leave destined for foreign ports are exempt 
from tax, charges and other fees, and profits from reexports 
are taxed at preferential rates. Invoice and documentation 
requirements of the region are done by representatives in the 
Free Zone. 


Companies interested in more information on the Colon Free Zone 
should contact Mr. Eduardo McCullough, CFZ Promotion Executive, 
P.O. Box 1118, Colon Free Zone, Republic of Panama (telex: 
328-9287; telephone: 45-1033). 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-38 1-007:541 





